and 1990 to offer an alternative for small rural hospitals; the legislation encourages hospitals to form networks comprising an essential access community hospital (EACH) and one or more rural primary care hospitals. This legislation is a tightly focused program that will affect no more than an estimated 150 hospitals in seven states; implementation of the program has been controversial, as this Data, Watch demonstrates. The authors describe the profile of rural hospitals that arc likely to apply to participate in the program. based on distances between hospitals and number of beds.
I n the Omnibus Budget Reconciliation Acts (OBRA) of 1989 and 1990
Congress established an alternative model for small rural hospitals. To date the implementation of this model through the Essential Access Community Hospital (EACH) program has been extremely controversial. 1 We believe that the controversy reflects in part differing expectations concerning the number and type of hospitals likely to benefit from the program as it was initially legislated by Congress. In this DataWatch we do not attempt to predict which specific hospitals will ultimately apply to be program participants, because this depends on the decisions of state governments (given the way in which the program is structured) and on the final regulations and any subsequent program amendments enacted by Congress. Instead, we present data that address the following two questions: (1) How many rural hospitals are likely to qualify for, and be interested in, participating in the EACH program under the current legislation? (2) What are the characteristics of these likely participants? We then discuss our findings in light of the implementation issues that have arisen.
The EACH Program
Under the EACH program, states may apply for funding to create one or more rural health networks, each consisting of an essential access community hospital that is linked with one or more rural primary care hospitals. As D ATAWATCH 1 53 defined by the legislation, a rural primary care hospital must be located in a rural area, comply with Medicare hospital conditions of participation (at the time of application), and provide twenty-four-hour emergency care. It is allowed to provide inpatient care for only seventy-two hours after admission and may be staffed by a nurse practitioner or a physician assistant under the supervision of a physician. These hospitals may continue to have swing beds but are limited to six acute inpatient beds or fewer. According to proposed Health Care Financing Administration (HCFA) regulations, rural primary care hospitals will be reimbursed on the basis of costs or charges for Medicare patients, whichever is less. They are required to establish referral and support relationships with an EACH.
To be designated an EACH, a hospital must be in a rural area, have at least seventy-five beds, or be located more than thirty-five miles from any other hospital, and also must be located at least thirty-five miles from any other rural hospital that is designated as an EACH, classified as a rural referral center, or located in an urban area but otherwise meeting the criteria defining a rural referral center. An EACH must provide emergency and medical back-up services to and accept patients transferred from rural primary care hospitals.
Applications for participation in the program must be submitted by a state government agency. To receive grant funding for its rural hospital participants, a submitting state must have a rural health plan or be in the process of developing one. The focus of the plan is expected to be the regionalization of health care delivery in the state's rural areas. Twenty-one. states applied for first-year funding under the program, and seven were selected to divide approximately $9.8 million in grant funds. Actual provider networks were designated in five states (California, Kansas, North Carolina, South Dakota, and West Virginia), including a total of fifty-one hospitals. Colorado and New York received planning grants for the development of networks. All of these states also submitted applications for a second year of funding. 2 An initial draft of program rules, released in October 1991, provoked a strongly negative response on the part of many first-year hospital participants. Five hospitals in Kansas returned their grant funds. 3 A number of hospitals in all participating states declined to spend their grants until various issues relating to the draft regulations were clarified. Two requirements with respect to rural primary care hospitals have been of particular concern: the inflexible nature of the seventy-two-hour length-of-stay and the limit of six acute care beds. In each case HCFA has indicated that the legislation provided very little latitude in drafting the regulations.
Data. Because program participation issues relate primarily to rural primary care hospitals, we describe here only hospitals likely to apply to be designated as such. Data from the American Hospital Association (AHA) hospital survey for 1989 (containing 1988 data) were merged with data from the prospective payment system (PPS) file collected for the same period to construct a data file on rural hospital characteristics and finances. Straight-line distances in miles between each rural hospital and the nearest other rural hospital, as well as the nearest urban hospital, were calculated for each rural hospital in the data set. Straight-line distances based on latitude/ longitude coordinates were converted to road distances using a set of conversion factors that were constructed through a multistep process. For each of the nine census divisions, twenty pairs of towns were randomly selected that were at least twenty but no more than one hundred miles apart. The straight-line distance and the road-mile distance (using the shortest route) for each pair were calculated using highway maps. A ratio of road to straight-line distance was constructed for each pair, with the twenty ratios averaged in each census division. These conversion factors were used to inflate straight-line distances to road distances between hospital pairs. Obviously, this method provides estimates of distances that are approximate, rather than exact, for any given hospital pair.
Number of potential applicants. One way to achieve a first approximation of how many existing hospitals could qualify for rural primary care hospital status is to count the hospitals with six or fewer beds that currently are Medicare certified. However, out of over 2,700 rural U.S. hospitals, there were only fifteen in our data set with six or fewer beds. Clearly, many more hospitals than this could easily qualify for rural primary care hospital status by eliminating some of their beds. For instance, 372 hospitals (14 percent of all rural hospitals) have twenty or fewer beds.
It seems reasonable to assume that hospitals with significant operating losses or relatively small average daily censuses would have the most interest in converting to rural primary care hospital status. Of the 372 hospitals with twenty or fewer beds, 73 percent have an average daily census of ten or fewer patients; 36 percent have an average daily census of five or fewer patients. According to their Medicare cost reports, 71 percent of the 372 hospitals experienced operating losses during 1988, with 33 percent reporting losses in excess of $250,000. Nearly one-quarter have surpluses of under $1 million; in no hospitals do surpluses exceed $1 million. operating losses or an average daily census of five or less. Over half of potential rural primary care hospitals also report fifty or fewer inpatient surgical operations and seventy-five or fewer outpatient surgeries, suggesting that very few nonemergency surgeries are done in hospitals that are rural primary care hospital candidates. As Exhibit 2 indicates, potential rural primary care hospitals are less likely to offer specialized care and technologies if they have experienced financial losses or have an average daily census of five or less. However, even in the latter group, one-third of hospitals report the presence of a computed tomography (CT) scanner, almost three-quarters have ultrasound diagnostic capabilities, and more than one-quarter provide medical/ surgical intensive care. It seems likely that current access to specialized care and technologies reduces the likelihood that these hospitals would consider a conversion to rural primary care hospital Status, under which the seventytwo-hour limit on the length of inpatient admission would severely curtail the need for specialized services.
Organizational characteristics. Occupancy rates average under 40 per- rates artificially low, subsidizing losses through tax. revenues. The proposal to reimburse rural primary care hospitals at the lower of costs or charges would perpetuate these losses and could discourage participation of some county-owned facilities.
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Location. States in the West North Central and Mountain census regions together contain over two-thirds of likely rural primary care hospital candidates-far more than the proportions of all rural hospitals located in these regions (Exhibit 4). Seven states have at least twenty rural hospitals with twenty or fewer beds: Colorado, Kansas, Minnesota, Montana, Nebraska, South Dakota, and Texas. Colorado, Kansas, and Texas contain the most rural primary care hospital candidates with financial losses exceeding $250,000. Colorado, Kansas, Minnesota, Montana, and Texas have the most rural primary care hospital candidates with an average daily census of five or fewer patients.
Fourteen percent of likely rural primary care hospitals are fifty or more miles from the nearest hospital, while over half are less than thirty miles from another hospital (Exhibit 5). Rural primary care hospital candidates with an average daily census of five or fewer patients are somewhat less likely to be located close to other hospitals or to a metropolitan hospital.
Since rural primary care hospitals can function only if they have a supportive agreement with an EACH, it is important to examine how far they are located from potential EACHs. The number of potential EACHs can be estimated as the number of rural hospitals with seventy-five or more beds or located at least thirty-five miles from another rural hospital; 797 rural hospitals meet at least one of these requirements. Of the 372 likely rural primary care hospitals, only thirty-five are located closer than thirty miles to a potential EACH. About 43 percent of likely rural primary care hospitals are within fifty miles of one or more potential EACHs. Thus, for only about half of the 372 rural primary care hospital candidates does it appear that there is a potential EACH close enough to play the sort of supportive role envisioned by the legislation.
Conclusions
We estimate conservatively that no more than 150 rural hospitals (about 5 percent of all rural hospitals) would ultimately convert to rural primary care hospital status. This estimate is driven by several factors, including the six-bed limit on hospital size, the assumption that small hospitals with substantial technology and specialty services will be unlikely to agree to seventy-two-hour stay limitations, and the difficulty that many possible rural primary care hospital candidates will have in linking with an EACH close enough to play a meaningful supportive role. Even this number may be too large, given that some candidates may have closed since the time period covered by our data, while others may now be viable acute care hospitals. In our view, implementation of the EACH program has been marked by controversy in part because legislative thetoric is not consistent with the legislated limitations on rural primary care hospital participation. As our analysis of potential rural primary care hospital applicants makes clear, the program as legislated is a highly targeted effort to help a small number of financially marginal rural hospitals to continue operating in a limited manner. Yet the requirement that states develop rural health plans with an emphasis on the regionalization of services in rural areas creates expectations that the program will have a much broader impact. 5 As the implications of the legislated restrictions on participation have become more apparent, so has the frustration of rural health advocates and some participating hospitals with the EACH program's limited scope and apparent inflexibility. As a result, efforts have been mounted in the legislative arena to amend program statutes so that more states and hospitals will find it attractive to participate. One proposed amendment, in particular, would change the current seventy-two-hour limit on length-of-stay in a rural primary care hospital to an average length-of-stay of seventy-two hours over all admissions. Rural primary care hospitals also would be D ATAWATCH 161 authorized, under proposed amendments, to provide swing-bed services up to a maximum of the facility's licensed acute care bed capacity at the time of conversion to a rural primary care hospital (minus the number of inpatient beds retained in the rural primary care hospital). This latter amendment could substantially increase the acute care capacity of rural primary care hospitals. The outcome of these efforts will determine the direction that the EACH program will ultimately take; that is, whether it will be a narrowly focused attempt to support a relatively small numher of rural facilities or a vehicle for substantial restructuring of rural health care systems in some areas of the United States. 
